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El ectionfM sc. Technical Amendnents
SUMVARY
This bill, sponsored by the Franchi se Tax Board, would do the foll ow ng:

1. Allow the department to receive federal information return data regarding the
di scharge or cancellation of indebtedness. (Page 3, Information
Reporting/ Di scharges.)

2. Create a reporting requirement for payers of interest or dividends from bonds
i ssued by another state that are exenpt from federal taxation. (Page 5,
I nformation Reporting/Bond Interest.)

3. Permit wage om ssions identified through the information exchange with the
Enpl oynment Devel opnent Departnent (EDD) to be assessed pursuant to
mat hemati cal error procedures and allow the right of protest and appeal for
these deficiencies. (Page 8, Wage Di screpancies.)

4. Allow the state or county to refer to the departnment for collection court-ordered
anmounts that are associated with court-ordered fines, penalties, forfeitures or
restitution orders. This provision also would allow restitution orders due a
victimto be referred to the departnment for collection, but only if (1) the account
is referred by a governmental entity that has the authority to collect on behal f of
the victim and (2) the authorized governnental entity voluntarily agrees to refer
the debt to the departnment for collection and agrees to other adninistrative duties
relating to account referrals and collection distributions. (Page 10, Court-
Ordered Debt Collection.)

5. Specifically include in the definition of doing business the holding by a
corporation of a partnership interest in a partnership that is doing business in
this state, but woul d not subject the corporate partner to the m ni mum franchi se
tax. (Page 12, Change In Doing Business Definition.)

6. Modify the definition of “corporation” to include banks, unless specifically
provi ded ot herw se; provide specific | anguage to exenpt banks from existing
provi sions of the Admi nistration of Franchise and |Incone Tax Laws and
Regul ati ons (AFITL) and the Bank and Corporation Tax Law (B&CTL) for which
intentional differences between the treatnment of corporations and banks is
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clear, such as the corporation incone tax; and replace the phrase “bank or
corporation” with the term “corporation” throughout the B&CTL and the AFI TL.
The departnment’s policy of not applying Section 24411 to banks woul d be
reversed, allowi ng a foreign bank to pay exenpt dividends to a donestic

wat er’ s- edge taxpayer. (Page 13, Corporate Definition To Include Banks.)

7. Remove the election provision fromthe Los Angel es Revitalization Zone (LARZ)
sales or use tax credit, the Local Agency Mlitary Base Recovery Area
(LAMBRA) sales or use tax credit and the LAMBRA hiring and replace it with a
provision limting the taxpayer to one credit. (Page 16, Renpove Credit
El ecti ons.)

8. Anend Chapter 952 of Statutes of 1996, which enacted SB 715, to reflect that its
provisions apply to taxable or incone years beginning on or after January 1, 1997.
(Page 18, (perative Date.)

9. Repeal sections referring to offset provisions for personal property taxes or
|icense fees that are obsolete, and delete references to those sections
contained in other sections (B&CTL). (Page 19, Financial Corporation
O fset.)

10. Del ete an obsolete reference that requires all apportioning taxpayers to
mai ntain specified information. (Page 20, Reference Correction.)

11. Change Section 19340 of the AFITL to reflect that when an overpaynment is
credited agai nst any amount due, any interest on that overpaynment also wl|
be credited agai nst any anobunt due. This provision also would include a
reference to “this part,” which is the AFITL. (Page 21, Interest On
Over paynent . )

12. Correct a reference to Section 19276 of the AFITL contained in the Business
and Prof essions Code and the I nsurance Code to reflect that section's
renunbering. (Page 22, Reference Correction.)

13. Del ete an unnecessary and redundant reference to R&TC Section 23097.
(Page 22, Redundant Reference.)

| MPLEMENTATI ON CONSI DERATI ONS

Unl ess otherw se specified, inplenmentation of the provisions of this bill would
occur during the departnent’s normal annual system update.

DEPARTMENTAL COSTS

Unl ess otherw se specified, the provisions of this bill would not inpact the
departnents costs.

POSI TI ON
Support.

The Franchi se Tax Board voted at its Cctober 28, 1996, neeting to sponsor
| egi slation as contained in this bill
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SUWARY OF TAX REVENUE EFFECT

The following table reflects the estimated i npacts of the various provisions of
this bill:

Esti mat ed Revenue | npact of AB 1040
As Anmended March 31, 1997

1. Information Reporting/ Possi bl e accel eration of revenue
Di schar ges col l ections
2. Informati on Reporting/Bond Gains of $5 to $11 mllion
I nt erest annual |y when fully inpl enented
3. Wage Di screpanci es No | npact
4. Court-Ordered Debt Collection No | npact
5. Change I n Doi ng Busi ness M nor gains, less than $500, 000
Definition annual | y
6. Corporate Definition to $1 mllion to $2 mllion |oss
I ncl ude Banks annual | y
7. Remove Credit El ections No | npact
8. Operative Date No | npact
9. Financial Corporation Ofset
(Techni cal Change) No | npact
10. Reference Correction No | npact
11. Interest on Over paynent
(Techni cal Change) No | npact
12. Reference Correction No | npact
13. Redundant Reference No | npact
Tot al Gains of approximately $4 to $9
mllion annually

Thi s anal ysis does not consider the possible changes in enpl oynent, persona
i ncome, or gross state product that could result fromthis neasure.

1. | NFORMATI ON REPORTI NG DI SCHARGES

EFFECTI VE DATE

Thi s provision wuld beconme effective on or after January 1, 1998, and operative
for returns required to be filed on or after January 1, 1998, for discharges
made begi nning on or after January 1, 1997.

BACKGROUND

For federal and state tax purposes, gross incone generally includes incone
realized fromthe discharge or cancellation of indebtedness (COD). |Income is
realized to the extent that a debt is canceled or forgiven. Included in the

meani ng of a debt is any indebtedness for which a taxpayer is liable or any debt
that attaches to property held by the taxpayer. A restructured debt resulting
in a reduction of the debt ampunt is considered a discharge of indebtedness to

t he extent of the reduction.
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For federal or state purposes, bankrupt or insolvent taxpayers may exclude COD

i ncomre from gross incone. However, the anmpbunt excluded nust reduce the
taxpayer’s tax attributes, such as loss or credit carryovers or basis in assets.
The armpunt of COD i nconme excluded cannot exceed the anpbunt of the adjusted tax
attributes of the taxpayer. Thus, the anpunt excluded, in some cases, would be
included in inconme in later years through reduced deductions or a |arger gain on
the disposition of an asset.

SPECI FI C FI NDI NGS

As a result of the federal Revenue Reconciliation Act of 1993, federal |aw requires
that the cancellation of indebtedness of $600 or nore by banks and corporations and
certain other financial entities be reported to the Internal Revenue Service (IRS) on
an information return (Form 1099C). The information return rmust include the nane,
address and taxpayer identification nunber of each person whose indebtedness was

di scharged during the cal endar year, the date of the discharge and t he anount

di scharged. The financial entity also nust provide a witten statenent (on or before
January 31 of the year followi ng the cal endar year for which the return was made) to
each person on whomit has filed an information return, providing the nane and address
of the entity and the information required to be shown on the return with respect to
t hat person.

Federal law requires financial entities filing 250 or nore information returns
to transmt tax information via magnetic nmedia to the IRS. Persons filing |ess
than 250 information returns may report via magnetic nedia or submit the

i nformati on returns on paper.

Current state law provides that in specified instances the departnent my
require a copy of the federal information return be filed with the departnent if
a federal information return was required. However, information returns related
to the discharge or cancell ation of indebtedness are not specified.

Al t hough state law requires that the discharge or cancellation of indebtedness
be included in gross incone, it does not require information reporting relating
to the discharge or cancell ation of indebtedness.

This provision woul d anmend R&TC Section 18645 to require the filing of a copy of
the federal information return relating to the discharge or cancellation of
i ndebt edness.

Pol i cy Consi derations

Whil e many taxpayers may not initially realize that relief froma debt is
taxabl e i ncone, receipt of the information return woul d make taxpayers
aware of their federal obligations. This provision would allowthe
departnent to verify that taxpayers are appropriately including this
information for state tax purposes. However, since California returns
begin with federal adjusted gross inconme, any COD should be included on a
California return if included in federal incone.

TAX REVENUE DI SCUSSI ON

Any collection revenue this provision nmay generate woul d depend on the extent to which
t axes owed, due to discharges of indebtedness, would not have otherw se been assessed
and col l ected through federal audit report information and infornmation reporting
currently available to the departnment. To the extent the departnent relies | ess on
federal audit adjustnents as a result of this provision, revenue collections could be
accel er at ed.
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These potential enhancenments in revenue (i.e., new revenue and accel erated
coll ections) are specul ative and may not be significant since the majority of
taxpayers nost likely report discharges voluntarily on federal and state tax
returns due to the federal information reporting requirenent.

2. | NFORVATI ON REPORTI NG BOND | NTEREST

EFFECTI VE DATE

This provision would apply to information returns required to be filed after
January 1, 1998, for taxable or incone years beginning on or after January 1, 1997.

BACKGROUND

Taxpayers acquire state or local nunicipal bonds primarily fromtwo sources:

br okerage houses or nutual funds. The brokerage houses and nutual funds
general Il y purchase these bonds fromthe state or | ocal government agency issuing
the bonds and then act as conduits, selling the bonds or shares in the nutua
funds to investors. Under such an arrangenent, the state or |ocal governnent
agency issuing the bonds is not aware of the identity of the ultimte purchaser
of the bonds; only the brokerage house or nutual fund has information regarding
the owner of the bond. Interest earned on bonds is paid by the issuing state or
| ocal government agency to the brokerage house or nmutual fund. The brokerage
house as nom nee has responsibility to pay earned to the investor. The nutua
fund pays dividends to its shareholders. To the extent authorized by | aw,

mut ual funds are pernmitted to pay interest dividends that are exenpt fromincone
tax by the federal government or the state issuing the bonds. The infornmation
mai nt ai ned by the brokerage house or nutual fund is the information discussed in
this anal ysis.

SPECI FI C FI NDI NGS

Exi sting federal law requires all interest and dividend incone to be included in
gross income unless specifically excluded. Federal |aw generally provides for
the exclusion fromgross inconme of interest incone derived fromstate, county or
muni ci pal bonds. Federal |aw al so excludes interest from U S. Savings Bonds in
limted circunstances. Under federal |law, a brokerage firmmy act as a nom nee
for a taxpayer by purchasing a bond, receiving the interest and paying that
interest, |ess expenses, to the taxpayer (investor).

Exi sting federal |aw al so excludes fromincone “exenpt-interest dividends.”
Exenpt-interest dividends equal interest paid by any state or |ocal government
to a nmutual fund, which, |ess charges and expenses, is subsequently paid to an

i nvestor. Exenpt-interest dividends are tax-exenpt for federal purposes when
paid to an investor provided that at the cl ose of each quarter of the mnutual
fund' s taxable year, at |east 50% of the value of the total assets of the

regul ated i nvestnment conpany (RIC) consists of state or |ocal obligations exenpt
from federal tax.

Exi sting federal law requires that a person paying $10 or nore in interest or

di vidends to any other person during a cal endar year report payment of that
interest to the Internal Revenue Service (IRS), unless otherw se provided. This
requi rement does not apply to interest paid by a state or | ocal government on
state or |ocal bonds.

Exenpt interest dividends paid by nutual funds and interest earned on bonds
i ssued by a state received and |l ater paid by nom nees are exenpt from federa
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taxation and may be exenpt fromtaxation by the issuing state. Mitual funds and
nom nees are not required to report to the IRS the paynent of exenpt interest
di vidends or interest that is exenpt from federal taxation

Existing state law requires all interest and dividend incone to be included in
gross income for tax purposes, unless the interest is specifically exenpt from
tax. Interest on bonds issued by California state and | ocal governnments and

i nterest on bonds issued by the federal government are exenpt from California
tax. Interest incone earned on bonds issued by another state or state’s

muni cipality is taxable for California residents and corporations doi ng business
in California.

Exi sting state |l aw provides that entities required to file an information return
with the IRS for the paynent of interest or dividends also nust report that
information to the departnent. Under state law, certain penalties may be
assessed if an entity fails to provide an information return specifying the
anmount of interest paid. Entities not required to file an information return
for the paynent of interest or dividends exenpt fromtax under federal |aw are
not required to file a state information return.

Because there is no federal reporting requirenent, payers of interest and exenpt
interest dividends from bonds i ssued by another state are not required to report
these anpbunts to California even though includible in California gross incone.
Wth no federal or California reporting requirement for payers of this interest
or exenpt interest dividends, the departnent has no neans of verifying the
anounts of interest inconme received by California taxpayers from bonds of
another state or its nmunicipalities.

St udi es conducted by the departnment regarding reporting of interest income from
ot her states found a nonconpliance rate between 40% and 50% for taxpayers
receiving interest and exenpt interest dividends fromother states’ federally

t ax- exenpt, nmunicipal bonds. New York has an ongoi ng program (whi ch began in
the |l ate 1980s) and has found simlar |evels of nonconpliance.

This provision would create a reporting requirement for payers of interest or
di vi dends from bonds issued by another state that are exenpt from federa
t axati on.

Pol i cy Consideration

This provision wwuld provide information to allow the state to collect
addi ti onal revenue w thout increasing taxes and to verify conpliance with
state | aw regardi ng taxabl e bond interest incone, thereby increasing the
efficiency of the tax system

| npl enent ati on

I npl enentationof this provision wuld require establishing a programto

i nform brokerage and nutual fund firnms of the new reporting requirenent,

i ncorporating new information returns into the department’s existing
processes and establishing a programto use the returns in the departnent’s
audit and filing enforcenment prograns to identify nonconpliance.

Departnment staff has been working with representatives of the securities
i ndustries to assure ease of conpliance and to nake the California program
conpatible with existing filing requirenments in New York
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Fi scal | npact

Departnental Costs

Initial Costs:

This proposal would be inplenented in stages. |If the proposal was enacted by
Sept enber 1997, first stage costs would be incurred during the 1997/98 fisca
year. The first stage woul d enconpass conputer programing, the devel opnent
of a database to receive information from brokers (Brokers woul d begin
providi ng 1997 tax year information by June 1, 1998, with a possible
extension if necessary), and the purchase of securities nunber listings. The
list would be used to deternine the universe of California taxpayers
receiving other states’ exenpt interest or exenpt interest dividend incone.
First stage costs are expected to be $54, 000.

Assum ng enactment by Septenber, 1997, the first year inplenentation is
expected to cost $400, 000 in 1998/99 to process 1997 returns by
conparing information received from brokers against the return

i nformati on provided.

Second year (1999/2000 fiscal year) and ongoing costs are expected to be
$853, 000.

Tax Revenue Di scussi on

The first year estimate reflects a phase-in of the program Ful

i npl ement ati on woul d occur by the second year. Potential revenue gains
reflect both audit adjustnents and i nproved sel f-conpliance. As
proposed, payors would begin reporting information for the 1997 taxable
year by m d-1998.

The revenue inmpact of this bill would depend on (1) the extent payers
comply with the proposed reporting requirenents, (2) the anmount of
unreported non-California state or nunicipal bond interest and/or

di vidend incone captured in audit, and (3) the inpact of infornmation
reporting on inmproved sel f-conpliance.

The estimate was determ ned by assumi ng that a departnental conpliance
program woul d experience results conparable to that of an existing
programin New York. New York’s program suggests a rather high | evel of
nonconpl i ance wth respect to taxpayers reporting interest and/or

di vidend incone frominvestnment in bonds issued by states and

muni ci palities other than its own. That state’s program generated
revenue gains of roughly $7 million for the 1992 taxable year.
Information is not available on the inpact for inproved self-conpliance.

To nore accurately reflect potential results of California s program
several adjustnents were made to the results experienced by New York
Specifically, adjustnments were made for the following differentials

bet ween New York and California: (1) relative anmounts of interest and
di vidend incone reported on tax returns, (2) relative probabilities of
ot her state bond investnents, and (3) marginal tax rates of nunicipa
bond investors. An additional adjustnent was made for the differenti al
in municipal bond interest rates between the year of data and projection
years. Estimated gains at the 1992 [evel were grown to projection year

| evel s by either actual or forecasted growh rates in interest incone as
furni shed by the Departnent of Finance.
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3.  WAGE DI SCREPANCI ES

EFFECTI VE DATE

This bill would become operative on January 1, 1998, and would apply to returns
filed on or after that date.

LEG SLATI VE H STORY

AB 3086 (Stats. 1994, Ch. 1049).
BACKGROUND

AB 3086 (Stats. 1994, Ch. 1049) was enacted to streamine the reporting process
for California enployers and to inprove tax conpliance. Upon ful

i npl enmentati on of AB 3086, wage and wi thhol ding information will be sent to the
Franchi se Tax Board (FTB) from EDD wi thin 24 hours of processing by EDD. The
accel erated receipt of this data will inprove taxpayer conpliance by enabling
FTB to detect discrepancies in the anount of wages reported and the anmount of

wi t hhol ding claimed for personal inconme taxpayers. Thus, FTB will possess the
capability to identify and correct wage and w t hhol di ng di screpancies and to
notify taxpayers of any discrepancy at the tinme their tax returns are processed.

SPECI FI C FI NDI NGS

Currently, FTB adjusts the anpunt of tax reported on a tax return by using a
Proposed Assessnent (PA) or a Return Information Notice (RIN).

PAs (deficiency assessnents) are issued to increase the anmount of tax reported
on the return to an anount that is deternmined to be correct pursuant to an
audit. The following rights are provided in the R&TC to taxpayers when

defici ency assessnents are issued:

The right to a notice prior to assessnent (R&TC Section 19033).
The right to protest a proposed assessnent (R&TC Section 19041).

The right to appeal a disputed assessnment to the Board of Equalization (R&TC
Section 19045).

Since PAs are issued after the due date of the return, the taxpayer is subject
to interest charges fromthe due date of the return to the date of paynent.

Exising law all ows for the issuance of RINs when mat hematical errors or

om ssions are discovered while the return is processed (return validation).
RINs are not deficiency assessnents and protest and appeal rights are not
provided to the taxpayer for these notices. Since RINs are issued during the
return validation process, no interest accrues for refund returns (because the
tax is tinely paid) and interest charges are mnimzed in the case of remt
returns.

Al t hough the R&TC does not define the term “mathematical error,” Internal

Revenue Code (I RC) Section 6213(g)(2) defines the term mathematical or clerica
error to include:

an error in addition, subtraction, multiplication or division showmn on any return
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an incorrect use of any table provided by the IRS with respect to any return
if such incorrect use is apparent fromthe exi stence of other information on
the return;

an entry on a return of an itemwhich is inconsistent with another entry of
the sane or another item on such return;

an om ssion of information which is required to be supplied on the return to
substantiate an entry on the return; and

an entry on a return of a deduction or credit in an anount which exceeds a
statutory limt inposed by certain federal laws if such limt is expressed as
a specified nonetary amount or as a percentage ratio or fraction and if the
itenms entering into the application of such limt appear on such return.

The common denoni nat or anong these errors is that no additional data, extraneous to
that shown on a return, is necessary to determi ne the existence of a nmathenmatical or
clerical error. Muthematical errors are discernible frominformati on shown on the
return, or the onmission of information required to be shown on the return

Long- standi ng practice has been to use the federal definition of mathematica
error for determ ning when to issue RINs rather than PAs.

Wage di screpancies discernible fromthe information contained in the return neet
the definition of a mathematical error and nay be adjusted via a RIN during the

return validation process. In addition, R&TC Section 19054 provides that errors
and di screpancies in the ampunt of w thholding claimed my be adjusted pursuant

to mat hematical error procedures (RIN)

WAge di screpancies that are not discernible fromthe informati on contained in
the return are adjusted via a NPA upon an audit determ nation.

Existing law allows FTB to deny a credit or refund of the renter’s credit! using
mat hemati cal error procedures except that the taxpayer has the right of protest
and appeal if he does not agree with the notice.

This provision wuld add a section to the R&TC to permt wage om ssions
identified through the informati on exchange with EDD, from a source of wage

i nformation not identified on the tax return (e.g., omtted W2), to be assessed
pursuant to mathematical error procedures. This bill also would allow the right
of protest and appeal for these deficiencies.

Pol i cy Consi derations

Al l owi ng FTB to adjust wage and wi t hhol di ng di screpanci es using the
mat hemati cal error procedure while providing the taxpayer protest and
appeal rights would inprove taxpayer service and reduce departnental costs.

| npl enent ati on Consi derati ons

Thi s proposal would be inplenmented during the department’s normal annua
syst em updat e.
FI SCAL | MPACT

Departnmental Costs

! The Renter’s Credit is suspended for taxable years begi nning on or after January 1,
1995, through January 1, 1997
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The estimated cost-savings associated with this bill would be in the range
of $183,000 to $366, 000, depending on the type of adjustnments issued (i.e.,
RIN or NPA) fromthe EDD information. |If 50% of the adjustnents are
assessed by RIN instead of PA, the cost-savings would be $183,000. |If 100%
of the adjustments are assessed by RIN, the cost-savings would be $366, 000.
This cost-savings is based on estimted costs to i ssue 50,892 PAs of

$505, 000 reduced by $139, 000, the estinated costs to issue the same nunber
of RINs with protest rights.

4. COURT- ORDERED DEBT COLLECTI ON

EFFECTI VE DATE

This provision wuld be operative for referrals nade on or after January 1,
1998.

LEG SLATI VE H STORY

AB 3343 (Stats. 94, Ch. 1242); SB 850 (Stats. 96, Ch. 705).
PROGRAM HI STORY/ BACKGROUND

Legislation Creating the Court-Ordered Debt Collection Program

AB 3343 (Stats. 94, Ch. 1242) authorizes counties or the state to refer to the
departnent for collection “fines, state or |local penalties, forfeitures,
restitution fines, or restitution orders” inposed by a court and due a county or
the state. This collection programis a pilot program begi nning January 1,
1995, and expiring January 1, 1999, unless otherw se extended.

AB 3343 was sponsored to enhance collection for the State Restitution Fund. The
primary funding source for the State Restitution Fund is the state penalty assessnent.
Consi dering the departnment’s success in collecting child support, the author and
sponsor (Family Services Council of California) anticipated that the departnment woul d
experience sinmilar collection success for the State Restitution Fund. During the

| egi sl ative process, the Board of Control specifically requested the inclusion of
restitution fines and restitution orders to the list of obligations that could be
collected by the departnent. The act provides for the transfer fromthe departnment’s
coll ections an ambunt equal to the departnment’s costs to adninister the collection
programto the General Fund to recover its expenditures.

Departnment staff is continuing to work with the counties/courts and state
agenci es to overcone the obstacles to gaining full participation. Currently,

ei ght counties/courts are participating;, 12 are scheduled for participation the
remai nder of this year; and four have actively expressed an interest in

participating. |In addition, for nost of those participating, there has been a
noti ceabl e increase in the nunber of court-ordered debts referred to and
collected by the departnent. For the 18-nonth period follow ng inplenentation

of AB 3343 (January 1, 1995, through June 30, 1996), seven counties/courts

subm tted approximately 44,000 accounts for collection and the depart nent
col l ected $716,000. For the seven-nonth period beginning July 1, 1996, through
January 31, 1997, approxi mately 57,000 accounts were submtted to the departnent
for collection and the departnent has collected $1.8 nillion.

SB 580 was enacted | ast year (Stats. 96, Ch. 705) to inplement a collection
program for restitution orders due victinms. The Departnment of Corrections is
authori zed to contract with a private collection agency or the departnent for
collection of these orders from parolees. The act requires the Departnent of
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Corrections to develop an inplenmentation plan to collect victimrestitution
orders on behalf of the victimfrom parol ees.

SPECI FI C FI NDI NGS

Under current law, the departnent is authorized to collect “fines, state or

| ocal penalties, forfeitures, restitution fines, or restitution orders” that are
only due a county or the state. The departnent is not authorized to collect the
variety of fees, costs or assessnents that are added by the governnent and court
i nposed. Under current practice, many counties/court systenms cannot separate
(unbundl e) these added ambunts fromthe court-ordered fines, penalties,
forfeitures or restitution fines/orders. Because they cannot unbundle the
debts, the county/courts cannot refer the court-ordered portion of the debt to
the departnment for collection.

This provision would allow the state or counties to refer to the department for
coll ection court-ordered fees, assessnents and other anmpunts, in addition to
“fines, state or local penalties, forfeitures, restitution fines, or restitution
orders.”

Currently, the departnent is not precluded fromentering into interagency
agreenents/contracts to performservices for other state agencies, including
coll ection services. However, the departnment would need specific authority to
collect the debt as though it were a delinquent personal income tax or on behalf
of an individual, which would include any debts that may be subject to referra
to the departnment under Departnment of Corrections’ SB 580 inplenentation plan.

Under this provision, the Departnent of Corrections or any other governnental
entity authorized to collect on behalf of the victimcould refer restitution
orders due an individual to the departnent for collection, but only if the

aut hori zed governnmental entity voluntarily agrees to other admnistrative duties
relating to account referrals and collection distributions.

Under current law, there are two Articles 6 in Chapter 5 of the AFITL, each with

different subjects: “Collections of Amounts Due a Court” (commencing with
Section 19280) and “Col | ections for the Departnment of Industrial Relations”
(commencing with Section 19290). |In addition, there are two Sections 19532,

each with different subject: one section provides for fees for Tax News and
Package X, and the other provides for the collection hierarchy, in the event
mul tiple debts, including court-ordered debts, are being collected by the
depart nent.

Under this provision, the article relating to court-ordered debts would be
renunbered Article 5.5 and the section providing the collection hierarchy would
be renunmbered 19533.

Pol i cy Consi derati ons

An offender is required to pay the costs associated with the offense, trial
and conviction to reinburse governnment and society for the costs
attributable to the crimnal offense. |If collection of the obligation is
not enforced, the requirenent serves little purpose. This provision would
aid in the collection of these obligations.

The intent of the collection programis to increase funding for the State
Restitution Fund. This provision would reduce the counties’ participation
obstacl es and hel p to accurately neasure the successes and failures of this
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coll ection program by subjecting all funding sources for the state
Restitution Fund to collection.

5. CHANGE I N DO NG BUSI NESS DEFI NI T1 ON

EFFECTI VE DATE

Thi s provision would apply to inconme years begi nning on or after January 1, 1997.

PROGRAM HI STORY/ BACKGROUND

The department historically has taken the position that corporate partners of a
partnership are “doing business” in California if the partnership is doing

busi ness. This applies to general partners, as well as limted partners and
menbers of a limted liability conpany (LLC). A substantial number of corporate
partners have conplied with this position

The Board of Equalization (BOE) recently held, in Appeal of Aman & Schm d Fi nanz
AG et.al., that a corporate limted partner in a tiered partnership structure in
which the bottomtier limted partnership was doing business in California was not
itself doing business and was therefore not subject to the m ni mum franchise tax.
In this case, the corporate limted partners were liable for the California income
tax; however, the anount of incone tax liability was | ess than the $800 m ni num t ax
liability. The BOE decision did not address the applicability of the franchise tax
if the corporate partner had been a general partner in a tiered partnership or a
menber of an LLC

SPECI FI C FI NDI NGS

Exi sting state | aw i nposes a franchise tax on corporations for the privilege of
exercising their corporate franchise in this state. This tax is inposed on
corporations that are incorporated, qualified to do business, or “doing

busi ness” in California. “Doing business” is atermthat is defined in R&TC
Section 23101 as: “actively engaging in any transaction for the purpose of
financial or pecuniary gain or profit.”

Exi sting state | aw al so i nposes a m ni mum franchi se tax of $800 on every bank or
corporation that is liable for the franchise tax. This tax may be $600 if certain
Criteria are net by a new business inits first year.

Exi sting state | aw i nposes an incone tax on taxpayers that derive income from
California sources, but are not “doing business” within the limts of this
state. The fundanmental differences between the franchise tax and incone tax are
(1) interest on federal and state securities are included in the measure of

i ncome for purposes of the franchise tax but exenpt fromthe inconme tax and (2)
banks are excluded fromentities subject to the incone tax.

Exi sting state | aw al so i nposes specific taxes on other business entities.
Limted liability conpanies treated as partnerships for California tax purposes
are required to pay an annual LLC tax of $800 and an annual fee based on total
i ncome reportable to California. Limted partnerships and [imted liability
partnerships also are liable for an $800 tax.

This provision specifically would include in the definition of doing business the
hol ding of a tiered partnership interest in a partnership that is doing business in
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this state. However, it would exenpt the corporate partner fromthe m nimum
franchi se tax.

Pol i cy Consi derations

In the Amman case, a corporate limted partner that was not itself physically
present in California was held not to be liable for the California mninum
franchi se tax even though the imted partnership in which it held an

i nterest was “doing business” in California. That decision effectively
permits an out-of-state corporation to indirectly (through a limted
partnership) operate in California w thout being subject to the franchise
tax. In-state businesses are potentially disadvantaged by this decision
since their direct in-state activities subject themto the franchise tax
whil e the out-of-state corporation avoids the franchise tax.

This provision would elimnate the possibility that taxpayers whose presence
in California is through a tiered arrangenment would be treated significantly
different than taxpayers with a direct presence in this state. In

recogni tion of the BOE decision, this provision would not subject taxpayers
in the circunstances of the Aman case, and simlar cases, to the m ni num
tax. However, these taxpayers would be subject to the franchise tax rather
than the income tax. This provision recognizes that in tiered, pass-through
entity structures with a single source of incone, the |lowest tier
partnership, can trigger nultiple inpositions of the m nimumtax.

This provision would elinmnate the possibility that the Aman decision could
be used to structure business relations in a manner that creates a
conpetitive disadvantage to | ocal businesses vis-a-vis out-of-state

busi nesses, while still respecting the decision reached in that case.

TAX REVENUE DI SCUSSI ON

The pl acenent of corporate limted partners under the franchise tax rather than
the income tax as a result of this provision s response to Anmman effectively
woul d make i nterest incone on governnent obligations (state or federal)
includible in the tax base of corporate linmted partners. No basis currently
exists to quantify the potential revenue gain fromthis provision.

The potential revenue |oss fromthe $800 m nimumtax no | onger applying to
certain corporate partners also is unknown. On bal ance, the revenue i npact
woul d probably be mnor revenue gains (i.e., revenue that would be gained from
reported interest income would exceed current |aw paynents of the $800 per
entity tax).

6. CORPORATI ON DEFI NI TI ON TO | NCLUDE BANKS

EFFECTI VE DATE

This provision retroactively would apply to the dates the affected code sections were
originally enacted, except the changes made to Section 24411, which would apply to

i ncome years beginning on or after January 1, 1998. Also, the repeal of obsolete
provi sions of the bank tax rate woul d becone operative on January 1, 1998.

BACKGROUND
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California s Bank and Corporation Franchise Tax Act, enacted in 1929, inposed a
franchi se tax on every corporation and bank doing business within the limts of
the state, unless specifically exenpt. This act inplenmented the provisions of
Section 16 of Article XIlIl of the California Constitution, enacted in 1928.

This Constitutional provision authorized a state tax on banks according to or
measured by net incone in lieu of all other state and | ocal taxes, except taxes
on real property. This provision was adopted in response to federal |egislation
enacted in 1926 that authorized four fornms of state taxation of national banks.

The corporation inconme tax, enacted in 1937, inposed a tax on the net income of
every corporation fromsources within California, other than inconme for any
period for which the corporation is subject to the corporation franchi se tax.
This tax is inmposed on every corporation, other than a bank. Because the
constitution required that the tax on banks be in lieu of all other taxes and
banks are subject to the corporate franchise tax, banks were excluded fromthe
corporate income tax. This exclusion was effectuated by defining “corporation”
in the B&CTL as every corporation, except a bank.

In 1974, the California Constitution was amended to authorize the taxati on of
corporations, including state and nati onal banks, and their franchi ses by any
met hod not prohibited by the California or U S. Constitutions.

SPECI FI C FI NDI NGS

Under existing federal |law, the Internal Revenue Code (IRC) includes banks in
the definition of “corporation.”

Exi sting state | aw, under the Constitution, includes banks in the neaning of the
term “corporation.”

Exi sting state | aw, under the Corporations Code, includes banks in the neaning
of “corporation.”

Exi sting state | aw, under the Financial Code, defines “bank” as any incorporated
banking institution that was incorporated to engage in comrercial banking

busi ness or trust business. This definition further provides that soliciting,
receiving, or accepting of noney or its equival ent on deposit as a regul ar

busi ness is deened as commerci al banki ng business. Al so, this section provides
that it is unlawful for any corporation, partnership, firm or individual to
engage in or transact a banking business in this state except by neans of a
corporation duly organized for that banking purpose.

Exi sting state R&TC, defines “corporation” as follows:

1. Under the B&CTL, “corporation” is defined as every corporation except banks.
Conversely, the B&CTL (Section 23051.5(h)(8)) provides that “corporation”
i ncl udes banks when applyi ng provisions of federal law to which the B&CTL is
conf or ned.

2. Under the Personal Inconme Tax Law (PITL), “corporation” is defined as
i ncl uding joint-stock compani es or associ ations, insurance conpanies,
busi ness trusts, and trusts organi zed and operated as charitable
organi zations. This definition does not expressly exclude banks.

3. Under the AFITL, “corporation” is defined by reference to the PITL or the
B&CTL for provisions applied in connection with those | aws.

Under current practice, when a statute is enacted that uses only the term
“corporation,” the departnment generally applies it to both banks and ot her
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corporations unless the context of the statute and the |egislative intent behind
its enactnment indicate its application only to nonbanking corporations.

Under current practice, the departnent adm nisters Section 24411 as follows: in
a water’ s-edge context, a foreign corporation can pay exenpt dividends to a
donmesti c water’ s-edge taxpayer, but a foreign bank cannot. Thus, the payor of
exenpt dividends cannot be a bank, but the recipient can be because both banks
and other corporations qualify for water’s-edge tax treatnent. Upon review, it
appears the adm nistrative policy to exclude banks fromthe application of
Section 24411 may have been based solely on the statutory use of the term
“corporation” rather than a conscious |egislative policy decision. |ndeed,
Franchi se Tax Board Regul ati on 24411 provides that nore than 50% of the payor
corporation’s total combined voting power of all classes of stock entitled to
vote nust have been owned directly or indirectly during the base period by a
bank or corporation that is a nenber of the current year’s water’s-edge group.
Thus, a bank can own a payor corporation, but a bank cannot be a payor

cor poration.

Thi s provision woul d:

1. nodify the definition of “corporation” to include banks, unless specifically
provi ded ot herw se;

2. provide specific | anguage to exenpt banks from existing provisions of the
AFI TL and the B&CTL for which intentional differences between the treatnent
of corporations and banks is clear, such as the corporation incone tax;

3. replace the phrase “bank or corporation” with the term “corporation”

t hroughout the B&CTL and the AFITL. The departnment’s policy of not allow ng
Section 24411 to be applicable to banks woul d be reversed.

This provision also woul d repeal |anguage regardi ng the cal cul ati on of the bank tax
rate that has been nade obsolete by the statute that set the bank tax rate at the
franchise tax rate plus 2% for inconme years ending on or after Decenber 31, 1995.
This provision also woul d repeal the code sections that relate to the bank tax rate
cal cul ati on and were nade obsol ete by the enactnment of the 2%rate.

Pol i cy Consi derati ons

This provision would mitigate anbiguities caused by the unique definition
of “corporation” contained in the B&CTL by standardi zing that definition
whil e al so providing statutory | anguage for the application to banks of
those provisions intended to apply to banks.

This provision wuld clean up the B&CTL and AFITL by (1) anending the
definition of “corporation” to include banks, (2) renoving all references
to “bank” throughout the | aw except where differences between the treatnment
of banks and other corporations are intended, and (3) addi ng | anguage to
except banks from provisions that currently use only the term *corporation”
and do not and should not apply to banks. Making these corrections in
existing law should elimnate simlar drafting errors in future

| egi sl ati on.

Departnment staff involved with the water’ s-edge tax adm nistration favor a
policy of treating banks and other corporations the sane in this context.
However, a change in the current adm nistration of Section 24411 woul d
result in a revenue | oss.
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TAX REVENUE DI SCUSSI ON

Revenue | osses woul d occur to the extent California waters’-edge filers are able
to deduct foreign dividend paynments fromforeign financial subsidiaries (not
branches). While specific dividend-paynent data for these taxpayers are not
avai |l abl e, revenue | osses are not expected to be particularly significant for
the foll ow ng reasons:

Most California-domciled banks do not file on a waters’-edge basis.

O those that do file on a water’ s-edge basis, npbst have foreign branches
rat her than subsidiaries (branches are included on the return and
i nt erconmpany dividends are elim nated).

Corporations that are owned by foreign banks do not typically receive
di vi dend paynents fromthe parent corporation

Non- Cal i forni a banks that do business in California have conparatively | ow
apportionment factors for assigning incone to California.

To establish an order of magnitude estimate for this provision, it is projected
t hat annual revenue | osses nost |ikely would not exceed $1 to 2 nmillion, which
anounts to | ess than 5% of the current |aw inpact for foreign dividend

deducti ons.

7. REMOVE CREDI T ELECTI ON

EFFECTI VE DATE

Specified | anguage in this bill would apply these provisions retroactively to
the date the credits were enacted.

BACKGROUND
El ections I n General

Taxpayers are faced with a variety of choices in determ ning the amount of their
tax. Some choices are made in the formof an election; including, expense
deductions, S corporation status, tax credits, accounting periods, accounting
met hods, and capital gains and | osses.

The time and manner for making various elections are set forth in statute,

regul ations, tax forns and instructions, and case law. Generally, elections
must be nade by the due date (including extensions of tinme) of the tax return
for the first year for which the election is effective. Although returns can
general ly be anmended at any tine within four years fromthe tine prescribed by
law for filing the original return, sone elections are irrevocable and for sone
the departnent has the statutory discretion to accept or deny an anended return
that makes, changes or revokes the election. The departnent follows the
judicially created “doctrine of election” and seven factors devel oped by the IRS
to determ ne whether to grant a request to nake or revoke an el ection.

The “doctrine of election” was established by the U S. Supreme Court for

el ections required under the | RC and subsequently was cited with approval by the
Board of Equalization for elections required under the California R&TC. This
doctrine prohibits a taxpayer that nakes an election required in the tax code
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fromrevoking that election. The purpose of the doctrine is to prevent
retroactive tax planning and an undue burden on the adm nistration of tax |aws.
The federal courts recognize several narrow exceptions to the doctrine (e.g.,
m st ake of fact, inperm ssible reporting or errors).

The seven factors devel oped by the IRS to determ ne whether to grant a request
to revoke an el ection are whether: (1) the statute of |imtations for the year
is still open, (2) the revocation is not requested for the purpose of incone tax
avoi dance, (3) the initial election was not the result of a conscious choice,

(4) the interests of the government will not be prejudiced by the revocation,

(5) the taxpayer will not have a lower tax liability in the aggregate for al

the years affected, (6) the revocation will not result in the utilization of
expiring net operating |osses or credit carryovers, and (7) the taxpayer acted
reasonably and in good faith. The IRS enploys one or nore of these factors
dependi ng on the facts and circunstances of the case.

El ection Provisions To Limt Credits

Desi gnation of boundaries for the LARZ resulted in the first overlap of

i ncentive zone boundaries. Portions of the LARZ overlap an enterprise zone or a
program area. Because these overlaps would have nade it possible for taxpayers
to qualify for nore than one zone credit for the sanme itemof property, the
Legi sl ature included an election provision in the LARZ sales or use tax credit
requiring the taxpayer to elect a single credit for that property. The fact
that an item of property mght qualify for credits other than zone credits, such
as the recycling equipnment credit, was not discussed in the |egislative
committees. The LAMBRA sales or use tax credit and hiring credit, enacted after
the LARZ tax credits, have an election provision. An election provision is also
in the enhanced oil recovery credit enacted by SB 38 (Stats. 1996, Ch. 954).

SPECI FI C FI NDI NGS

Current state |law provides a sales or use tax credit, a hiring credit and a
construction hiring credit for taxpayers conducting business activities within
the LARZ and a sales or use tax credit and a hiring credit for taxpayers
conducting business activities within a LAMBRA. These credits are equal to a
specified percentage of the cost of qualified property or wages paid or incurred
with respect to certain enployees.

Except for the LARZ hiring credit and LARZ construction hiring credit? these
credit provisions require the taxpayer to nake an election, on the origina
return® choosing one credit if the expenditure for the property or enployee s
wages qualifies the taxpayer for nmore than one credit (e.g., the property
qualified for the LARZ sales or use tax credit, enterprise zone sales or use tax
credit, and manufacturer’s investnent credit). This election nust be nmade
separately for each itemof qualified property or each enpl oyee and can be
revoked only upon consent of the departnent.

2 The LARZ hiring credit and construction hiring credit do not use an election to

limt the taxpayer to a single credit for qualified costs. Instead, these credits require
t he taxpayer to reduce the amount of credit by any other hiring credit clainmed for the
sanme wages

3 The original wording of the election provision for LARZ required that the el ection

be made “on the return filed for each year.” The term*“the return” for a particular
taxabl e or income year has been interpreted by courts in the context of elections to nmean
the “original return.” To avoid confusion, technical clean-up |egislation enacted

Sept enber 22, 1994, added the word “original” before the word “return.”
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This provision wuld renmove the el ection provision fromthe LARZ sal es or use
tax credit, the LAMBRA sales or use tax credit and the LAMBRA hiring credit and
replace it with a provision limting the taxpayer to one credit with respect to
qualified property or enployees that qualify for the specified credits (i.e.,
LARZ or LAMBRA sales or use tax credit or LAMBRA hiring credit).

Pol i cy Consi derati ons

The intent of the election provision was to prohibit a taxpayer from
claimng nore than one credit for qualified costs. However, election
provi sions inherently have special rules and court interpretations that
often go beyond that which the Legislature intended. For exanpl e,
taxpayers nust elect the desired credit on original returns and cannot
claimthem on amended returns. Unwary taxpayers lose all credits if none
is claimed on the original return. This provision would renove the
unnecessary el ection provision fromtax credits while uphol ding the

| egislative policy of Iimting taxpayers to one credit. This provision
woul d benefit taxpayers by allowing themto claima credit on an anmended
return.

OTHER AGENCY/ | NDUSTRY | MPACTED

The Trade and Conmerce Agency and | ocal zone coordinators are responsible for
adm ni stering the zone progranms. Any change in zone law may result in taxpayer
guestions that Agency staff and | ocal zone coordinators must answer.

8. OPERATI VE DATE

EFFECTI VE DATE

Thi s provision wuld beconme effective January 1, 1997, and apply to incone years
begi nning on or after January 1, 1997.

SPECI FI C FI NDI NGS

Exi sting state | aw, under the B&CTL, defines “taxable year” as the year for
which the tax is payable.

Exi sting state | aw, under the B&CTL, defines “incone year” as the year that is
the basis for the conmputation of net incone.

Exi sting state |l aw, under the PITL, defines “taxable year” as the year that is
the basis for the computation of taxable incone, as well as the year for which
the tax i s payable.

Exi sting SB 715, (departnent sponsored technical and cl ean-up changes) as
enacted Septenmber 26, 1996 (Ch. 952), provides that the changes made by the
provision apply only to taxabl e years begi nning on and after January 1, 1997,

unl ess ot herwi se provided. SB 715 contains both PITL and B&CTL provisions. The
B&CTL provisions should apply to i ncone years beginning on or after January 1,
1997, while PITL provisions apply to taxable years.

Thi s provision wiuld amend Chapter 952, which enacted SB 715, to reflect that
its provisions apply to taxable or incone years beginning on or after January 1,
1997.
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Pol i cy Consi derati ons

This provision woul d ensure that the changes nmade by SB 715 are applied
equal Iy under the PITL and the B&CTL -- to the year that is the basis for
the conputation of incone.

9. FI NANCI AL _CORPORATI ON OFFSET ( TECHNI CAL CLEAN- UP)

EFFECTI VE DATE

This provision wwuld apply to i nconme years beginning on or after January 1,
1997.

BACKGROUND

California s Bank and Corporation Tax Act, enacted in 1929, inposed a state tax
on banks according to or neasured by net incone in lieu of all other state and

| ocal taxes, except on real property. The reason for the special “in lieu” tax
rate for banks stens fromrestrictions inposed by the federal government on the
right of the states to tax national banks.

Under California law prior to 1981, financial corporations (financials) were not

all owed the sanme taxation treatnent as banks and were subject to local taxes in
addition to state taxes. Since financials were previously subject to | ocal persona
property or business |icense taxes, R&TC Section 23184 provided that financials could
of fset any anounts paid for these taxes against the franchise tax. However, AB 66
(Stats. 1979, Ch. 1150) elininated the purpose of the offset provisions by granting
financials the sane treatnent as banks with respect to | ocal governments. It was
determ ned that, since financials are considered to be in substantial conpetition with
nati onal banks, they should receive the sane treatment. AB 66 al so contai ned

uncodi fied | aw specifically preenpting |local taxation of financials.

Some charter cities continued to assess personal property or license fees unti
the California Supreme Court, in 1991, ruled in the case of California Federal
Savi ngs and Loan Association V. City of Los Angeles, that charter cities could
not i npose personal property or business license taxes on financials that were
subject to the in-lieu rate prescribed by R&TC Section 23182. The Court based
its decision on the California Legislature’s intent to preenpt all cities,

i ncluding charter cities, from assessi ng personal property or business |icense
taxes by extending the in-lieu taxation to financials.

SPECI FI C FI NDI NGS

Under current state |aw, banks and financials generally are exenpt from persona
property tax and license fees inposed by any state or |ocal governnent and are
therefore required to pay an additional franchise tax rate in lieu of such
taxes. For incone years beginning on or after January 1, 1997, the in-lieu rate
is 2% over the 8.84% corporate tax rate or 10.84% Although current state |aw
preenpts the inmposition of |ocal personal property taxes or |license fees, state
statutes (R&TC) still contain outdated provisions that specify that if a
financi al paid such taxes or fees, the ampbunt paid would be all owed as an of fset
agai nst the franchise tax liability.

The outdated R&TC sections regarding offsets by financials are:
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Section 23184 that provides for an offset against the franchise tax for
anounts paid to any state or |ocal governnment by any financial;

Section 23184.5 that describes litigation pending at the tinme of its
enact ment and the manner in which the department should treat offsets if
courts upheld the constitutionality of such offsets;

Section 23185 that requires each taxpayer claimng an offset to submt
evi dence supporting the claim

Section 23185a that requires a financial claimng an offset to pay tax, at
the “in-lieu rate” provided by Section 23186, on the amount of the offset;
and

Section 23185b that requires that a taxpayer who has received a refund of
personal property taxes and been allowed an offset of those taxes shall repay
the amount of the offset in the year the offset was granted.

This provision wwuld repeal the outdated B&CTL sections identified above and
references to those sections in other sections.

Pol i cy Consi derati ons

This provision wiuld nake current |aw clearer by renoving statutory
provisions that conflict with recent court decisions and other R&TC
provi si ons.

10. REFERENCE CORRECTI ON ( TECHNI CAL CHANGE)

EFFECTI VE DATE

Thi s provision wuld become operative on January 1, 1997.

LEG SLATI VE H STORY

SB 887 (Stats. 1995, Ch. 490).
BACKGROUND

Former R&TC Section 18634 required apportioning taxpayers whose total related
group assets exceeded $200 million to file an information return once every
three years, identifying the taxpayer’'s corporate parent and those affiliates
directly or indirectly owned nore than 20% by the parent corporation. This
information return was required to be filed six nmonths after the filing of a tax
return. |If the taxpayer willfully failed to conply substantially with the
filing requirement, a $10,000 penalty coul d be assessed. The Franchi se Tax
Board voted to sponsor legislation to repeal this section since its requirenents
were essentially duplicative of R&TC Section 19141.6. This repeal was enacted
in

SB 887 (Stats. 1995, Ch. 490).

SPECI FI C FI NDI NGS

Current R&TC Section 19141.6 requires all apportioning taxpayers to maintain
certain information and provide it to the departnent upon request. |If the
taxpayer fails to provide the information, a penalty may be assessed. The
penal ty provision references Section 18634’s requirenment for an information
return.
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Since R&TC Section 18634 was repealed by SB 887, the reference in Section
19141.6 to Section 18634 is obsol ete.

This provision would renove the obsolete reference to Section 18634.

Pol i cy Consi derations

El i m nating superfluous references aids the admi nistration of the |aw by
all eviating any potential confusion that may ot herw se occur.

11. | NTEREST ON OVERPAYMENT ( TECHNI CAL CHANGE)

EFFECTI VE DATE

Thi s provision wuld become operative on January 1, 1998.

SPECI FI C FI NDI NGS

Exi sting state |law Section 19301, enacted in 1951, provides that whenever a taxpayer
overpays any liability, the departnent will credit the overpaynent to any anount then
due fromthe taxpayer and refund any remai ni ng anount to the taxpayer.

Exi sting state | aw Section 19340, enacted in 1949, provides that the departnent
will pay interest on any overpaynent. |[If the overpaynent is credited toward
anounts then due fromthe taxpayer, the interest will be paid fromthe date of
the overpaynent to the due date of the ampunt agai nst which the overpaynent is
credited. This section further provides that if an overpaynent is credited

agai nst amounts due, interest allowed on the overpaynent will first be credited
agai nst taxes due. If an overpaynent is refunded to the taxpayer, interest
al l owed on the overpaynment will be refunded to the taxpayer.

Wi | e an over paynent can be credited agai nst any anount due, the |law allow ng interest
on the overpaynment does not make clear how interest will be treated once all taxes due
have been paid. Section 19340 does not specifically state that after all taxes have
been paid, any remaining interest to be paid on an overpaynent will be credited

agai nst ot her anobunts due and then refunded, if any interest remnains.

In addition, Section 19301 provides that an overpaynment can be credited agai nst
anounts due under Part 10 (PITL), Part 11 (B&CTL), or Part 10.2 (AFITL).
Section 19340 refers only to the PITL and B&CTL. While taxes are due under the
PI TL and B&CTL, other types of anmpunts collected by the department, such as
penalties and interest, are due under the AFITL.

This provision woul d change Section 19340 to reflect that when an overpaynment is
credited agai nst any amount due, any interest on that overpaynment also will be
credited agai nst any ampunt due.

This provision also would include a reference to “this part,” which is the
AFI TL.

Pol i cy Consi derati ons

Clarifying the law to elimnate i nconsistencies and to reflect |egislative
changes (i.e., the addition of the AFITL) eases adm nistration of the |aw
by elimnating potential confusion.
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12. REFERENCE CORRECTI ON ( TECHNI CAL CHANGE)

EFFECTI VE DATE

This provision is a technical correction and is reflective of current |aw

SPECI FI C FI NDI NGS

The current California Business and Professions Code requires certain |licensees
to provide to the licensing board their federal enployer identification nunbers
or social security nunbers, pursuant to fornmer R&TC Section 19276.

A simlar requirenent is contained in the California Insurance Code, which also
references R&TC Section 19276.

Former R&TC Section 19276 has been renunbered as Section 19528, so the Business
and Prof essions Code and | nsurance Code references are incorrect.

This provision wiuld amend the California Business and Professions Code and the
California Insurance Code provisions to change the reference to the R&TC from
Section 19276 to Section 19528.

Pol i cy Consi derati ons

Clarification of erroneous references makes the | aw easier to adm ni ster
and reduces any potential confusion that may ot herw se occur.

13. REDUNDANT REFERENCE ( TECHNI CAL CHANGE)

EFFECTI VE DATE

This provision is a technical correction and is reflective of current |aw

SPECI FI C FI NDI NGS

In current |aw, R&TC Section 17220 prohibits deducting, for state personal
i ncome tax purposes, certain taxes that are either allowed for federal purposes
or are inposed under the B&CTL

These taxes are specifically listed in the statute as:

state, local, and foreign income, war profits, and excess profits taxes;
any tax inposed under Chapters 10.5, 10.6 or 10.7; and

any tax inmposed under Part 11 (commencing with Section 23001) or Section
23097.

Part 11 of the R&TC contains the tax |law provisions that relate to banks and
corporations, and the reference in the statute is all inclusive of those

provi sions. Section 23097, included in Part 11, relates to the tax inposed
under the B&CTL on registered limted liability partnerships (LLPs) and foreign
LLPs. The reference to tax inposed under Part 11 is all inclusive of the taxes
i nposed under the B&CTL, which includes Section 23097; thus, the reference to
Section 23097 is redundant and unnecessary.

This provision would renove the reference to Section 23097.
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Pol i cy Consi derations

Clarifying the law to elimnate redundanci es eases admi nistration of the
| aw by elimnating potential confusion.



